We present a new measure of legal protection of minority shareholders against expropriation by corporate insiders: the anti-self-dealing index. Assembled with the help of Lex Mundi law firms, the index is calculated for 72 countries based on legal rules prevailing in 2003, and focuses on private enforcement mechanisms, such as disclosure, approval, and litigation, that govern a specific self-dealing transaction. This theoretically grounded index predicts a variety of stock market outcomes, and generally works better than the previously introduced index of anti-director rights. r ARTICLE IN PRESS www.elsevier.com/locate/jfec 0304-405X/$ -see front matter r
Introduction
Over the last 20 years, both academic and practical approaches to corporate governance have increasingly focused on the problem of investor expropriation, sometimes also referred to as self-dealing or tunneling. Specifically, those who control a corporation, whether they are managers, controlling shareholders, or both, can use their power to divert corporate wealth to themselves rather than sharing it with the other investors. Various forms of such self-dealing include executive perquisites, excessive compensation, transfer pricing, appropriation of corporate opportunities, self-serving financial transactions such as directed equity issuance or personal loans to insiders, and outright theft of corporate assets . Fig. 1 . Case facts. Buyer Co. (''Buyer'') is a food manufacturer. It is a publicly traded firm listed on the country's largest stock exchange. Buyer manufactures and distributes all of its products itself. Mr. James is Buyer's controlling shareholder and a member of Buyer's board of directors. He owns 60% of Buyer, and elected two directors to Buyer's five-member board of directors (in addition to himself). Buyer's CEO is the son of Mr. James. Mr. James also owns 90% of Seller Co., which operates a chain of retail hardware stores. Seller recently shut down a large number of its stores. As a result, its fleet of trucks is not being utilized. Mr. James proposes that Buyer purchase Seller's unused fleet of trucks to expand Buyer's distribution of its food products. The final terms of the transaction require Buyer to pay to Seller in cash an amount equal to 10% of Buyer's assets in exchange for the trucks. The transaction is part of Buyer's ordinary course of business and is not ultra vires. Buyer enters into the transaction. All required approvals are obtained and all the required disclosures made. The transaction might be unfair to Buyer. Shareholders sue the interested parties and the approving body. Disclosures by Buyer Index of disclosures that Buyer must make before the transaction can be approved. Ranges from 0 to 1. One-third point for each of the following disclosures: (1) Mr. James owns 60% of Buyer;
(2) Mr. James owns 90% of Seller; and (3) all material facts or the following three items: (a) description of the assets, (b) nature and amount of consideration, and (c) explanation of the price. Disclosures by Mr. James Index of disclosures that Mr. James must make before the transaction can be approved. Ranges from 0 to 1. Equals 0 if no disclosure is required. Equals 1/2 if only the existence of a conflict of interest must be disclosed, without details. Equals 1 if all material facts must be disclosed.
Independent review
Equals 1 if a positive review is required (e.g., by a financial expert or independent auditor) before the transaction can be approved and zero otherwise. Ex ante disclosure Average of the preceding three variables. Ex ante private control of selfdealing Index of ex ante control of self-dealing transactions. Average of approval by disinterested shareholders and ex ante disclosure. Principal component-Ex ante
First principal component of: (1) approval by disinterested shareholders; (2) disclosures by Buyer;
(3) disclosures by Mr. James; and (4) independent review.
(1.2) Private enforcement: Ex post private control of self-dealing Disclosure in periodic filings Index of disclosures required in periodic disclosures (e.g., annual reports). Ranges from 0 to 1. One fifth-point for each of the following disclosures: (1) Mr. James owns 60% of stake in Buyer;
(2) Mr. James owns 90% of Seller; (3) shares held beneficially by Mr. James (i.e., shares held and/or managed via a nominee account, trust, brokerage firm or bank); (4) shares held indirectly by Mr. James (e.g., via a subsidiary company or holding); and (5) all material facts about the transaction or the following three items: (a) description of the assets; (b) nature and amount of consideration; and (c) explanation for the price. Standing to sue Equals 1 if a 10% shareholder can sue derivatively either Mr. James or the approving bodies or both for damages that the firm suffered as a result of the transaction, and zero otherwise.
Rescission
Index of the ease in rescinding the transaction. Ranges from 0 to 1. Equals 0 when rescission is unavailable or only available when there is bad faith or when the transaction is unreasonable or causes disproportionate damage. Equals 1/2 when rescission is available when the transaction is oppressive or prejudicial. Equals 1 when rescission is available when the transaction is unfair or entails a conflict of interest. Ease of holding Mr. James civilly liable Ranges from 0 to 1. Equals 0 when the interested director is either not liable or liable only in cases of bad faith, intent, or gross negligence. Equals 1/2 when the interested director is liable if he either influenced the approval or was negligent. Equals 1 if the interested director is liable if the transaction is unfair, oppressive, or prejudicial. Ease of holding the approving body civilly liable Ranges from 0 to 1. Equals 0 when members of the approving body are either not liable or liable in only cases of intent, bad faith, or gross negligence. Equals 1/2 when members of the approving body are liable if they act negligently. Equals 1 if members of the approving body are liable if the transaction is unfair, oppressive, or prejudicial. Access to evidence Ranges from 0 to 1. One-quarter point for each of the following: (1) a shareholder owning at least 10% of the shares can request that the Court appoint an inspector to investigate Buyer's affairs;
(2) the plaintiff can request any documents relevant to the case from the defendant (without specifying which ones); (3) the plaintiff can examine the defendant without the Court approving the questions in advance; and (4) the plaintiff can examine non-parties without the Court approving the questions in advance. One-eighth point for each of the following: (1) the plaintiff can examine the defendant but questions require prior Court approval; and (2) the plaintiff can examine directly the non-parties but questions require prior Court approval. Ease in proving wrongdoing Average of the preceding five variables. Ex post private control of selfdealing Index of ex post control over self-dealing transactions. Average of disclosure in periodic filings and ease of proving wrongdoing. Ranges from zero to one. Principal component -Ex post
First principal component of: (1) each of the elements in the index of disclosure in periodic filings; (2) standing to sue; (3) rescission; (4) ease of holding Mr. James liable; (5) ease of holding the approving body liable; and (6) access to evidence. (3) disclosures by Mr. James; (4) independent review; (5) each of the elements in the index of disclosure in periodic filings; (6) standing to sue; (7) rescission; (8) ease of holding Mr. James liable; (9) ease of holding the approving body liable; and (10) access to evidence.
(2) Public enforcement Fines for the approving body Equals one if fines can be applied to the approving body when all disclosure and approval requirements have been met, and zero otherwise. Prison term for approving body Maximum length of prison term for members of the approving body if all disclosure and approval requirements have been met. Fines for Mr. James Equals one if fines can be applied to Mr. James when all disclosure and approval requirements have been met, and zero otherwise. Prison term for Mr. James Maximum length of prison term for Mr. James if all disclosure and approval requirements have been met.
Public enforcement index
Index of public enforcement if all disclosure and approval requirements have been met. Ranges from 0 to 1. One-quarter point when each of the following sanctions is available: (1) fines for the approving body;
(2) jail sentences for the approving body; (3) fines for Mr. James; and (4) jail sentence for Mr. James. Prison term for Mr. James if he does not disclose Maximum length of prison term for Mr. James if the CEO -his son-completes the transaction without seeking approval by the board of directors or the shareholders' meeting. Moreover, neither Mr. James nor the CEO discloses the conflict of interest.
(3) Stock market development Stock market capitalization to GDP Average of the ratio of stock market capitalization to gross domestic product for the period 1999-2003. Source: World Development Indicators at http://devdata.worldbank.org/dataonline/. Control premium ''The block premia is computed taking the difference between the price per share paid for the control block and the exchange price two days after the announcement of the control transaction, dividing by the exchange price and multiplying by the ratio of the proportion of cash flow rights represented in the controlling block'' (Dyck and Zingales, 2004) . We use the country median. Ln(Firms /POP) Logarithm of the average ratio of the number of domestic firms listed in a given country to its population (in millions) for the period 1999-2003. Source: World Development Indicators at http:// devdata.worldbank.org/dataonline/.
IPOs-to-GDP
The average ratio of the equity issued by newly listed firms in a given country (in thousands) to its GDP (in millions) over the period 1996 -2000 . Source: La Porta, Lopez-de-Silanes, and Shleifer (2006 .
Ownership concentration
Average percentage of common shares owned by the top three shareholders in the ten largest nonfinancial, privately-owned domestic firms in a given country. A firm is considered privately-owned if the State is not a known shareholder in it. Source: La Porta, Lopez-de-Silanes, and Shleifer (2006 Source : Djankov, La Porta, Lopez-de-Silanes, and Shleifer (2003) .
Common law
Equals one if the origin of the commercial law of a country is English common law, and zero otherwise. Source: La Porta, Lopez-de-Silanes, Shleifer, and Vishny (1999) .
Prospectus disclosure
Index of the scope of disclosure in the prospectus of an IPO. Source: La Porta, Lopez-de-Silanes, and Shleifer (2006) .
Prospectus liability
Index of the procedural difficulty in recovering losses in a civil liability case for losses due to misleading statements in the prospectus. Source: La Porta, Lopez-de-Silanes, and Shleifer (2006 We examine several areas of law relevant to the transaction and summarize them with two indices: an index of the private control of self-dealing and an index of public enforcement. To measure the role of private control, we keep track of the disclosure and approvals required by law before Buyer can legally acquire Seller's trucks, as well as the immediate disclosures after the decision to enter into the transaction has been made. Since even a duly approved and disclosed transaction can damage Buyer, litigation might be necessary to obtain restitution. Accordingly, we also keep track of the ease with which minority shareholders can obtain redress through the courts when the transaction damages Buyer even if all disclosure and approval requirements are met. The last assumption is crucial since the laws of most countries provide harsh penalties for breaking disclosure and approval requirements. Factors that affect the odds that the plaintiff prevails in court include liability standards and the right to compel evidence. In addition to measuring private enforcement, we capture the strength of public enforcement by keeping track of the fines and sanctions that could be applicable to James and those in charge of approving the transaction.
Private enforcement
The first major area that the law can seek to regulate is the approval process. The basic choice is whether the transaction requires approval by disinterested shareholders or alternatively can be approved by the CEO, the board of directors (a majority of which is controlled by Mr. James, who is on both sides of the transaction), or the shareholder meeting where the controlling shareholder votes. An important assumption in our case facts is that all related parties (i.e., the controlling shareholder, CEO, and interested directors) vote in favor of the transaction whenever legally possible, even when doing so could expose them to greater litigation risk. Prudence might require greater caution, but we focus on the letter of the law. For this reason, we treat disinterested shareholder approval as the purest case of arm's-length endorsement of the transaction.
Another critical way in which the law can seek to regulate the approval process is by mandating extensive disclosure by the company and the related party on the principle that ''sunshine is the best disinfectant'' (Brandeis, 1914) . We keep track of the extent of disclosure by Buyer and the controlling shareholder before the transaction goes through. 3 Finally, before the transaction is approved, the law can require a review by independent third parties (e.g., financial experts) who make available a report on the transaction that may act as a check on the opportunism of the insiders. We summarize our data on approval requirements and immediate disclosures through an index of ex ante private control of self-dealing by investors.
We do not wish to suggest that ex ante disclosure and shareholder voting are effective controls because of the sophistication of small shareholders. These practices might instead work because, when problematic deals are publicly disclosed, they are criticized in the press (Dyck and Zingales, 2004) or stimulate the activism of large outside shareholders (Shleifer and Vishny, 1986) . Such mechanisms are less likely to come into play when self-dealing transactions are only disclosed to and approved by the board. Beck et al. (2001) . We use all available observations for the period 1975-2000.
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The second major area that the law can seek to regulate is the ease with which minority shareholders can prove wrongdoing. First, disclosure requirements in annual reports and periodic filings can facilitate the scrutiny of related-party transactions by outside shareholders.
Second, in most jurisdictions, any damage that the transaction causes is assigned to Buyer rather than to individual shareholders. Since Buyer is unlikely to pursue legal action that would harm its controlling shareholder, we measure the obstacles (e.g., high ownership requirements) faced by minority shareholders to gain standing to sue on behalf of Buyer. The cost of private enforcement increases with the obstacles faced by minority shareholders to sue derivatively.
Third, courts can void the transaction when approval is fraudulent, or in bad faith, or negligent, or when the transaction is merely unfair or involves a conflict of interest and damages the company. Private enforcement is more costly when plaintiffs face more obstacles to rescind the transaction. Moreover, James and Buyer's directors can be liable for damages if it can be proved that: (1) they acted in bad faith; (2) they acted with negligence; or (3) the transaction was unfair or involved a conflict of interest. Private enforcement is more costly when plaintiffs need to prove bad faith on the part of James or directors than when they are merely required to show that the transaction involved a conflict of interest.
Fourth, plaintiffs are more likely to prevail if access to evidence is extensive. We consider three aspects of access to evidence: (1) whether plaintiffs can request the court to appoint an inspector to examine the affairs of the company; (2) whether plaintiffs must identify (e.g., by providing title and author) the specific documents that they seek to review; and (3) whether plaintiffs can directly question defendants and non-parties in court. We combine our proxies for ex post disclosure and the ease of proving wrongdoing into an index of ex post private control of self-dealing.
We create our anti-self-dealing index by averaging the indices of ex ante and ex post private control of self-dealing.
Public enforcement
We next consider public enforcement. The law can deter wrongdoing through sanctions such as fines and prison terms against the controlling shareholder and those who approved the transaction. We collect data on public enforcement in two scenarios. First, we measure the sanctions that apply to James and those who approved the transaction if all disclosure and approval requirements are met. In this situation, fines and criminal sanctions apply to behavior ranging from criminal intent to obtain unlawful profits to breaches of duties of care and loyalty. To illustrate the scope of such sanctions, consider an example. Under our case facts, James abstains from a board vote on the proposed transaction if legally required to do so. While abstaining from voting, James can still influence other members of the board to approve the transaction so that he can personally benefit at the expense of the company. In Belgium, the directors who approve the transaction-but not James-will face criminal sanctions for misuse of company assets. James faces criminal sanctions in Sweden if he intentionally causes damage to the company. The scope of criminal sanctions is wider in Germany where members of the management board can be criminally liable for breach of trust if they violate their duty to care for the assets of the company and the company suffers damages. We keep track of maximum fines and prison terms applicable for such violations of the law.
In addition, most countries impose severe criminal sanctions when the transaction has been approved in violation of the law. We keep track of the prison term that applies to James if-in violation of the law of most countries-he does not disclose his conflict of interest and Buyer carries out the transaction.
Regulation of self-dealing across countries
Table 2 presents our data on approval and immediate disclosure requirements. Countries are arranged by legal origin, and we report the means for each legal origin and the tests of the differences in these means.
Two examples, Italy and the U.K., illustrate our data and empirical approach. Italy ranks 35th on our antiself-dealing index, and is representative of civil law countries. The U.K. ranks third, and most common law countries (but not the U.S.) model their regulation of self-dealing on the U.K. Briefly, related-party transactions in Italy are approved by disinterested directors, not shareholders. Most of the disclosure regarding related-party transactions takes place in periodic filings. When related-party transactions cause damage to the firm, the cost of private litigation is very high. In contrast, related-party transactions in the U.K. are reviewed by independent financial experts and approved by disinterested shareholders. Extensive disclosure takes place both before and after the transaction is approved. However, as in Italy, litigation in the U.K. is costly.
Legal environment in Italy
In Italy, James, as an interested director of Buyer, has to notify the other directors as well as the internal auditor of his interest in the transaction (i.e., his relationship to and ownership in Seller), and abstain from participating in the decision. Moreover, because James is a director of Buyer, the transaction must be approved by Buyer's disinterested directors-but not by disinterested shareholders. In addition, Buyer's internal auditor is required to attend the meeting of the board of directors and review the transaction.
Once the board of directors approves the transaction, Buyer has 15 days to make public a document describing it. This document must disclose: (1) a description of the assets purchased by Buyer; (2) the nature and amount of consideration paid by Buyer to Seller; (3) an explanation or justification for the price paid by Buyer for Seller's assets; (4) the fact that James owns 60% of Buyer; (5) the fact that James owns 90% of Seller; and (6) all facts about the transaction that a reasonable person would believe to be material.
Gaining standing to sue is straightforward in Italy. Any shareholder or group of shareholders owning 5% of the shares in the company can sue the directors on behalf of Buyer. However, shareholders would rarely exercise their right to sue as their odds of prevailing in court are slim. First, the transaction cannot generally be voided or rescinded provided that it was approved by disinterested directors and all required disclosures were made. Second, holding disinterested directors liable for damages requires proving that they acted negligently and that their actions caused damages to Buyer. Italian courts have stated that, generally, directors cannot be held liable provided that they acted with care and diligence and in a professional manner. Third, James cannot be held liable if he has abstained from voting.
Shareholders in Italy might also have a hard time gaining access to the information required to prove that Buyer's disinterested directors acted negligently. First, in the case of a well-founded suspicion of serious irregularities in the directors' conduct, shareholders holding 5% of the shares can report the facts to the court. The court can then order an investigation of the Company's management at the expense of the claiming shareholders. Second, the plaintiff's request for documents must specifically identify the document(s) sought (e.g., title, author, date, and contents). Third, the Judge-not the plaintiff-is in charge of questioning nonparty witnesses. Fourth, parties (e.g., plaintiffs) are not normally permitted to give evidence in the case. When they are allowed to testify, the questioning of parties follows the same procedures as that of non-parties. Criminal sanctions and fines generally apply in cases of fraud. James can be convicted and imprisoned for up to 3 years if he does not disclose his conflict of interest and the transaction is carried out by Buyer. In contrast, criminal sanctions and fines are unavailable if all disclosure and approval requirements have been met.
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The regulation of self-dealing in Italy is thus based on trusting ex post disclosure and on disinterested directors doing the ''right thing''. In this regard, disinterested directors are unlikely to be found negligent if they lend their support to a transaction which, while favoring James, has a plausible business purpose. At the same time, disinterested directors owe their position on Buyer's board to James.
Legal environment in the U.K.
In the U.K., modern regulation of self-dealing has evolved from the original common law rule of equity under which directors, being subject to fiduciary duties, cannot enter into engagements with their company when they may have a conflicting personal interest or a conflict with the interests of those they are bound to protect. This ''no conflict'' rule is subject to an important exception: conflicted contracting is permitted provided that the conflict of interest is disclosed in advance to the shareholders, who then approve the transaction. The scope of this rule is enormous. The requirement of shareholder approval does not require showing an actual conflict of interest between the company and the director (a potential for conflict is enough). Nor is it necessary to show that the conflict has an impact on the terms of the transaction. All self-dealing transactions require shareholder approval even if they appear fair.
As discussed in Davies (2002) , during the 19th century this rule of equity lost its bite as courts came to accept that shareholder approval of self-interested transactions could be granted in general, rather than for specific transactions, in the articles of association. Provisions began to appear in these articles permitting the board to contract on behalf of its members. But legislators stepped in to put constraints on self-dealing. Statues and regulations currently in force require that our hypothetical transaction be approved both by Buyer's board of directors and by its shareholders, for two reasons: (1) it is a substantial property transaction (i.e., it exceeds £100,000 or 10% of the company's asset value) involving directors, and (2) it is a transaction with a related party. 4 Moreover, under stock exchange listing rules, James must abstain from voting at the shareholder meeting. Extensive mandatory disclosure ensures that disinterested shareholders are informed about the transaction before they vote to approve it. Specifically, Buyer must send a circular to shareholders containing not only all material information regarding the nature and extent of any interests of its directors in the transaction, but also a statement by the disinterested directors that the transaction is fair and reasonable and that the directors have been so advised by an independent adviser acceptable to the U.K. Listing Authority. Finally, James and any director who is in any way directly or indirectly interested in the proposed contract must make ''full and frank'' disclosure of the existence and nature of that interest at a board meeting.
Once the transaction is approved by shareholders, the next annual report must contain the particulars of its principal terms (including the director's name, the nature of his or her interest, and the value of the transaction).
If the transaction is properly approved with full disclosure, disgruntled shareholders will find it hard to challenge it in court. They must first gain standing to sue. In principle, any shareholder can sue James and the directors on behalf of Buyer if there has been a fraud committed against the minority (i.e., the majority of the shareholders succeed in expropriating at the expense of the minority the money, property, or advantages of the company) and the wrongdoers are in control of the company. However, proving fraud is complicated and rarely attempted. Plaintiffs could also have trouble persuading a court that James is ''in control'' if a majority of disinterested shareholders have voted for the transaction. If minority shareholders win, the court can make any order-including rescission-it sees fit to give them relief when the company is run in a manner unfairly prejudicial to their interests. Courts can also hold James liable if he uses his powers to benefit himself at the expense of the company. Finally, shareholders can recover profits and damages from directors who fail to exercise adequate care and skill or who have a conflict of interest and fail to act in the best interest of the company. In general, English courts do not correct a ''bad bargain'' but do intervene in cases of fraud. In practice, this means that, absent a failure to disclose material information, directors are unlikely to face liability when the transaction is reviewed by independent financial experts and approved by disinterested shareholders. Although plaintiffs are unlikely to prevail, we follow the letter of the law and code U.K. standing to sue as 1, since it is possible to sue; the results do not change if we change coding for the U.K.
Aggrieved shareholders in the U.K. have extensive access to information both before and during proceedings. First, shareholders can request that the Secretary of State appoint an inspector if the company's affairs are being or have been, inter alia, conducted in a manner that is unfairly prejudicial to some shareholders. Second, once in court, the plaintiff does not have to specifically identify the document sought (by indicating the title, author, date, etc.) but can rather request categories of documents pertinent to the case. Third, the claimant can cross-examine both a defendant and a non-party witness on the witness statement or on any other evidence given in direct examination without prior approval by the court of the questions posed.
James faces stiff criminal sanctions (7 years) if he does not report his conflict of interest. In contrast, absent fraud or breach of the law, no criminal sanctions or fines apply to either James or Buyer's directors.
In summary, the strength of the regulation of self-dealing in the U.K. lies in the heightened scrutiny of transactions involving related parties before they can be approved rather than in favoring litigation by minority shareholders. This has led legal scholars to remark that ''yjudicial assessment of the fairness of selfdealing transactions has not been a significant part of British law'' (Davies, 2002, p. 171) . In fact, minority shareholders face a high burden of proof in challenging the transaction because it was approved by disinterested shareholders with both the advice of independent financial experts and full disclosure of all material information.
Differences in regulatory approaches
The difference between Italy and the U.K. is representative of broader patterns. Turning to Table 2 , the most pronounced differences are between civil and common law countries. Differences among civil law systems are seldom statistically significant and we do not focus on them. Disinterested shareholders must approve the transaction in 48% of common law countries but only 16% of civil law countries. In contrast, the CEO can single-handedly approve the transaction in 20% of civil law countries but never in common law countries.
Turning to disclosure, we keep track of the disclosures that must be made by Buyer as well as by James before the transaction is approved. The disclosure indices range from 0 (no disclosure) to a perfect score of 1 (full disclosure). Buyer is required to make full disclosure in 57% of common law countries, but in only 25% of civil law countries. Consistent with this, the index of disclosure requirements by Buyer is 0.62 in common law countries and 0.37 in civil law countries. Similarly, James faces more extensive disclosure requirements in common law countries than in civil law countries (0.95 vs. 0.55). Consistent with this pattern, an independent review of the transaction is required in 48% of common law countries but only 24% of civil law countries. We summarize these results with the index of ex ante disclosure requirements. This index ranges from 0 in Austria and Ecuador to 1 in Chile and the U.K., and averages 0.68 in common law countries but only 0.38 in civil law countries.
The index of ex ante private control of self-dealing summarizes the approval and disclosure requirements for our hypothetical transaction. Common law countries typically require both extensive disclosures and the approval of the transaction by disinterested shareholders (the ex ante private control of self-dealing index equals 0.58). In contrast, civil law countries typically have fewer disclosure requirements and entrust the approval of self-dealing transactions to the CEO or the board of directors (the ex ante private control index equals 0.27). Table 3 presents our data on the ex post private control of self-dealing, or ease with which minority shareholders can prove wrongdoing by James and the approving body. The index of disclosure in periodic filings ranges from 0 (no disclosure) to a perfect score of 1 (full disclosure). Buyer is required to make full Table 3 Ex post private control of self-dealing and anti-self-dealing index This table presents data on measures of the ex post regulation of self-dealing transactions for 72 countries classified by their legal origin. Definitions for each of the variables are given in Table 1 . This table also reports tests of means by legal origin.
Country
( (2)-(6)) Ex post private control of selfdealing (Average (1) and (7) disclosure in 43% of common law countries, but in only 12% of civil law countries. Shareholders controlling 10% of the stock can sue James and the other directors in 90% of common law countries and in roughly 80% of Scandinavian and German legal origin countries. In contrast, shareholders have standing to sue in only 56% of French civil law countries. Rescinding the transaction is impossible in 66% of civil law countries and requires proving fraud in another 28%. In contrast, only two common law countries make rescission is unavailable, and an additional four limit it to cases of fraud. In the remaining 15, plaintiffs face a lower hurdle than fraud to rescind the transaction. Likewise, it is typically easier to hold James and members of the approving body liable in common law countries than in civil law countries. For example, James can be held liable if the transaction is unfair or prejudicial-the least demanding standard-in 6% of civil law countries and 52% of common law countries. Here Scandinavian legal origin countries are an exception among civil law countries: it is significantly easier to hold James liable in Scandinavian civil law countries than in French and German civil law countries. The index of access to evidence is also sharply higher in common law countries than in civil law countries (0.75 vs. 0.49). Once again, Scandinavian legal origin countries are an exception among civil law countries: access to evidence in Scandinavian legal origin countries is comparable to that in common law countries. The index of ease of proving wrongdoing summarizes the litigation variables. It ranges from 0.05 in El Salvador to 1.0 in New Zealand and Singapore. Based on the index of ease of proving wrongdoing, litigation is significantly easier in common law countries than in civil law countries (index of 0.70 vs. 0.39).
The index of ex post private control of self-dealing encapsulates the disclosure requirements after the transaction is approved and the ease of proving wrongdoing. It shows that disclosure requirements are more stringent and plaintiffs can more easily prove wrongdoing in court in common law countries than in civil law countries (score of 0.74 vs. 0.43).
Finally, we average the ex ante and ex post indices of private control of self-dealing and create an ''anti-selfdealing'' index. The index is sharply higher in common law countries (0.66) than in civil law countries (0.35). Consistent with this pattern, the anti-self-dealing index is lowest in Ecuador (0.08) and highest in Singapore (1.00).
Interestingly, the regulation of self-dealing in the U.S. and France departs in important ways from the patterns of their respective legal families. The U.S. does not require shareholder approval for related-party transactions and instead emphasizes litigation to protect minority shareholders against self-dealing. France allows related-party transactions to be carried out without shareholder approval if they take place on ''normal'' terms. However, it is easy to challenge related-party transactions that take place without shareholder approval.
To be more specific, under Delaware law, our stylized transaction can be approved by the board of directors. In fact, James can even participate in the decision. However, challenging the transaction in court is very easy if, as we assume, interested directors participate in the decision. In view of the fact that James controls both sides of the transaction, a shareholder would start off with a case in which Buyer's board would have the difficult task of proving fair dealing and fair price (i.e., the ''entire fairness'' of the transaction). 5 Fair dealing covers such questions as the timing of the transaction, how it was initiated, structured, negotiated, and disclosed to the directors, and how the approval of the directors was obtained. Fair price relates to the economic and financial considerations of the proposed transaction, including all relevant factors. Directors must then show ''entire fairness,'' where all aspects of the issue are examined. Here, unlike in the U.K., the image of a ''smell test'' is a fitting metaphor for describing the work done by the judge in examining whether the transaction is entirely fair.
In France, agreements between Buyer and, among others, 10% shareholders must first be approved by the board of directors and then by disinterested shareholders. However, no special approval requirements are necessary for agreements entered into subject to normal conditions. In our empirical work, we assume that the transaction is approved by Buyer's CEO as if its terms were ''normal'' (i.e., the transaction is approved in accordance with minimum legal requirements). In practice, bypassing the approval requirements legally prescribed for transactions between Buyer and James might not be wise since such agreements can be canceled if they have prejudicial consequences for the company. In sum, the requirement to obtain shareholder approval for related-party transactions is easy to avoid in France. However, related-party transactions are easy to challenge if they are not approved by shareholders. In practice, shareholder approval is almost always sought.
Turning to public enforcement, Table 4 shows what happens when all approval and disclosure requirements are met, but James or the approving parties breach their duties to the company. Those who approve the transaction are subject to fines in 46% of the sample countries. In addition, on average, they can be imprisoned for about two years. Interestingly, prison terms for those who approve the transaction are more severe in civil law countries than in common law countries. Sanctions against James are less severe than those against the approving body and show no variation across legal origin. Perhaps it is not surprising that James faces minimal criminal sanctions (1.9 years). The more surprising result is that James is seldom subject to fines (36% of the sample). The index of public enforcement summarizes our data on sanctions. It shows no variation across legal origins.
If James does not disclose his conflict of interest and his son (Buyer's CEO) carries out the transaction without board or shareholder approval, James can be sentenced to 4.6 years in prison. Criminal sanctions are prevalent (86% of the countries) when the transaction is carried out secretly. There is no variation across legal origins in the severity of this sanction.
One might wonder whether differences in the regulation of self-dealing can be explained by differences in income levels. For example, wealthy countries might optimally choose to regulate self-dealing whereas poor countries might not be able to afford to do so. The answer, however, is no. The correlation between anti-selfdealing and (log) GDP per capita is a statistically insignificant 0.16 (see Appendix A).
Regulation of self-dealing and stock market development
We are interested in linking the regulation of self-dealing to measures of the development of stock markets. We use five indicators of stock market development. The first is the average ratio of stock market capitalization to GDP for the period 1999-2003, because public firms should be larger, more valuable, and more plentiful in countries with better protection of shareholders (Shleifer and Wolfenzon, 2002) . The second variable is the (median) premium paid for control in corporate control transactions for the period 1990-2000. In several theoretical models, this variable has been interpreted as a measure of private benefits of control, which are higher in countries with weaker investor protection (Grossman and Hart, 1988; Nenova, 2003; Dyck and Zingales, 2004) . The third variable is the average number of domestic publicly traded firms in each country relative to its population for the period 1999-2003. The fourth is the average value of initial public offerings in each country relative to GDP for the period 1996-2000. Both of these variables should rise with investor protection (Shleifer and Wolfenzon, 2002) . The fifth and final variable is a proxy for ownership concentration among the largest firms in the country. Both theory (Shleifer and Wolfenzon, 2002) and prior evidence (La Porta, Lopez-de-Silanes, Shleifer, and Vishny, 1998; La Porta, Lopez-de-Silanes, and Shleifer, 1999; Claessens, Djankov, and Lang, 2000; Faccio and Lang, 2002) show that ownership concentration is lower in countries with better investor protection.
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Consistent with our previous work, there are pronounced differences in financial development across legal families. Compared to French civil law countries, common law countries have sharply more valuable stock markets relative to their GDPs (85.5% vs. 42.0%), a lower value of control (4% vs. 16%), more listed firms per million people (32.6 vs. 19.6, although statistically insignificant), more IPOs relative to their GDPs (3.7% vs. 1.7%), and less concentrated ownership (44% vs. 55%). Stock markets in German and Scandinavian law countries are also generally less developed than in common law countries but this pattern is less systematic than for French civil law countries. In particular, German and Scandinavian law countries have ownership concentration and IPO activity comparable to those of common law countries. In addition, the number of listed firms per million people is higher in Scandinavian legal origin countries than in common law countries (69.4 vs. 32.6). In sum, for most indicators, stock markets are best developed in common law countries. The development of stock markets in civil law, particularly French civil law, countries lags behind that of common law countries.
We first consider the effect on market capitalization and control premiums of each of the six aspects of the regulation of self-dealing transactions: (1) approval by disinterested shareholders; (2) disclosure requirements before the transaction can be approved; (3) the index of ex ante private control of self-dealing; (4) disclosure requirements in periodic filings; (5) the ease of proving wrongdoing; and (6) the index of ex post private control of self-dealing. All specifications include the logarithm of per capita income and the efficiency of the judiciary as measured by the number of days to resolve a commercial dispute (Djankov, La Porta, Lopez-de-Silanes, and Shleifer, 2003) . Results are qualitatively similar with the log of GDP per capita in constant purchasing power parity dollars.
To begin, Table 5 shows that the efficiency of the judiciary is associated with larger stock markets (Panel A) and a lower control premium (Panel B), while income per capita is associated with larger stock markets but not with a lower control premium. The key result in Panel A of Table 5 is that all six measures of the regulation of self-dealing are statistically and economically significant predictors of stock market development. Figs. 2 and 3 illustrate the relation between the ratio of stock market capitalization to GDP and the indices of ex ante and ex post private control of self-dealing, respectively. The estimated coefficients imply that a two-standard-deviation increase in the indices of ex ante and ex post private control of selfdealing is associated with an increase in the ratio of market cap to GDP of 32 and 34 percentage points, respectively. These effects are economically large: the sample average stock-market-capitalization-to-GDP ratio is 59%.
In Figs. 2 and 3, Switzerland and Hong Kong are major outliers. Switzerland plays a key role in making the results weaker than they would be otherwise. Switzerland's legal environment, from the perspective of disclosure, approval, and the burden of litigation, is extremely friendly to insiders and hostile to outside shareholders. Yet Switzerland has an extremely valuable stock market. We might have missed some important legal protection of shareholders in Switzerland or mechanisms for protecting minority shareholders separate from the law. Alternatively, the enormous investment resources of the Swiss banks might have artificially inflated the value of its stock market. In any case, our results are qualitatively similar if we cap the stock market capitalization of four extreme observations on each side, or when we run robust regressions.
The results on control premiums are also interesting (Panel B of Table 5 ). Five measures of the regulation of self-dealing are robust predictors of lower control premiums (the exception is difficulty in proving wrongdoing). Consistent with the results on the stock-market-capitalization-to-GDP ratio, the regulation of self-dealing has a large impact on private benefits. Figs. 4 and 5 illustrate the results for the relation between control premium and ex ante and ex post private control of self-dealing, respectively. The estimated Table 5 Stock market capitalization, control premium, and the regulation of self-dealing This table presents results for OLS regressions for the sample of 72 countries. The dependent variables are the stock-marketcapitalization-to-GDP ratio (Panel A) and control premium (Panel B). The independent variables are: (1) approval by disinterested shareholders; (2) ex ante disclosure; (3) ex ante private control of self-dealing; (4) disclosure in periodic filings; (5) ease in proving wrongdoing; (6) ex post private control of self-dealing; (7) (logarithm) GDP per capita; and (8) time to collect on a bounced check. coefficients imply that increasing the ex ante private control of self-dealing by two standard deviations is associated with a reduction of nine percentage points in the control premium-a large effect since the control premium averages 11% in our sample. Similarly, a two standard-deviation improvement in the ex post index of private control of self-dealing is associated with a reduction of ten percentage points in the control premium. Table 6 shows development of stock markets (Table 6 also includes the results on stock market capitalization and control premium reported in Table 5 ). All three measures of the regulation of self-dealing are statistically significant for the stock-market-capitalization-to-GDP ratio, control premium, and IPOs-to-GDP. Both the ex post private control of self-dealing index and the overall anti-self-dealing index are significant for (log) firms per million inhabitants. Finally, only the ex post private control of self-dealing matters for ownership concentration. Below we discuss the economic significance of these results.

We have already noted that the effects of raising the ex ante and ex post anti-self-dealing indices on the stock-market-to-GDP ratio and the control premium are economically large. The same is obviously true for the overall anti-self-dealing index. Fig. 6 shows that the control premium is very high in (1) stockmarketcapitalization-to-GDP ratio; (2) control premium; (3) Ln(Firms/POP); (4) IPOs-to-GDP; and (5) ownership concentration. The independent variables include: (1) ex ante private control of self-dealing (Panel A); (2) ex post private control of self-dealing (Panel B); and (3) anti-self-dealing index (Panel C). All regressions also include: (1) (logarithm) GDP per capita; and (2) time to collect on a bounced check. Brazil and Mexico (49% and 47%, respectively), two countries for which the anti-self-dealing index is low (0.29 and 0.18, respectively). Excluding both countries does not alter the statistical significance of the results. Both the ex post private control index and the overall anti-self-dealing index have a significant effect on the (logarithm of the) number of domestic firms per million inhabitants. A two-standard-deviation increase in the ex post private control of self-dealing index is associated with a 67% increase in the number of domestic firms. Similarly, as illustrated by Fig. 7 , a two-standard-deviation increase in the anti-self-dealing index is associated with a 51% increase in the number of domestic firms.
All three indices of the regulation of self-dealing have a significant effect on the IPOs-to-GDP ratio. The estimated coefficient implies that increasing the ex ante private control of self-dealing index by two standard deviations is associated with an increase in the IPOs-to-GDP ratio of 1.7% percentage points. This effect is very large since the sample mean of the IPOs-to-GDP ratio is only 3.0%. Similarly, the estimated coefficient implies that increasing ex post private control of self-dealing index by two standard deviations is associated with an increase in the IPOs-to-GDP ratio of 1.8% percentage points. Finally, as illustrated by Fig. 8 , the predicted effect of improving the anti-self-dealing index by two standard deviations is an additional two percentage points in the IPOs-to-GDP ratio.
Ex ante private control of self-dealing does not lower ownership concentration (this result does not seem to be driven by outliers). In contrast, increasing the ex post private control of self-dealing index by two standard deviations is associated with a reduction of nine percentage points in ownership concentration. To interpret this magnitude, note that the average ownership concentration in our sample is 47%.
A skeptic might worry that our indices of the regulation of self-dealing depend on our method of aggregating the sub-indices. One way to address this concern is to use principal components analysis to build indices of ex ante and ex post regulation of self-dealing as well as an aggregate anti-self-dealing index. The results are qualitatively similar to those in Table 6 . Interestingly, the first principal component of anti-selfdealing is significant in the ownership concentration regression but the index itself is not. These results should alleviate concerns about aggregation.
Another concern about our findings on the effect of private enforcement rules on the development of stocks markets is endogeneity. To address this concern, we can use legal origin, which is clearly exogenous, as an instrument. However, as discussed by Glaeser, La Porta, Lopez-de-Silanes, and Shleifer (2004) , the use of instrumental variables in this context is problematic, since a valid instrument must be not only exogenous but also uncorrelated with the error term. Since legal origin influences other aspects of the legal environment that in turn affect financial development (including securities laws or other elements of corporate law), it might not be a valid instrument. There is no good solution to this problem, but we can show the results that obtain. To begin, Table 7 presents two-stage least squares regressions using common law as an instrument for the anti-self-dealing index. Consistent with the results in Table 6 , the anti-self-dealing index is significant in the regressions for stockmarket-capitalization-to-GDP, control premium, (logarithm of) firms per million inhabitants, and IPOs-to-GDP (Panel A). In addition, legal origin is a strong predictor of the regulation of self-dealing. Note also that income per capita predicts the regulation of self-dealing when legal origin is included in the regressions but not in univariate regressions.
To deal with the problem of the validity of the instrument, we have also replaced the anti-self-dealing index with the first principal component of the four available measures of legal protection of shareholders: the antiself-dealing index, the revised anti-director rights index (see Section 5), prospectus disclosure, and prospectus liability (the latter two variables come from La Porta, Lopez-de-Silanes, and Shleifer, 2006) . The first principal component accounts for roughly 66% of the variation in these four variables. In two-stage least squares results using common law as an instrument, the principal component is statistically significant for all proxies for stock market development except ownership concentration.
Public enforcement is the last area of law we examine. Table 8 shows that neither measure of public enforcement is associated with more developed stock markets. Our proxy for public enforcement when all disclosure and approval requirements have been met is significant, but with the wrong sign, in only one regression (control premium). Fig. 9 illustrates that there is no relation between public enforcement and stock market capitalization and that this absence cannot be blamed on outliers.
Advocates of public enforcement might dismiss these findings by arguing that what deters self-dealing is the likelihood that criminal sanctions are actually imposed (rather than their mere existence). Unfortunately, Table 7 Instrumental variables regressions This table presents results for IV regressions using common law as an instrument for the anti-self-dealing index. The dependent variables are (1) stock-market-capitalization-to-GDP ratio; (2) control premium; (3) Ln(Firms/POP); (4) IPOs-to-GDP; and (5) ownership concentration. The independent variables include: (1) anti-self-dealing index; (2) (logarithm) GDP per capita; and (3) time to collect on a bounced check. Panel B presents the first-stage results for the anti-self-dealing index. Table 1 we lack data on actual enforcement practices to test this view. As a crude way of capturing the actual enforcement of fines and criminal sanctions, we run separate regressions for rich countries (above median GDP per capita) and poor countries (below median GDP per capita). Public enforcement measured under the assumption that all disclosure and approval requirements have been met is never a significant predictor of stock market development. 6 Ownership concentration in poor countries is the only measure of financial development that is predicted by our proxy for public enforcement when the transaction is approved without disclosure. In sum, with the caveats that public enforcement is measured with error and that it might matter in other situations, we find no evidence that public enforcement matters. Overall, the evidence shows that a high anti-self-dealing index is associated with valuable stock markets, more domestic firms, more initial public offerings, and lower benefits of control. In contrast, the anti-selfdealing index is not reliably associated with ownership concentration (although the index of ex post private control is). Finally, public enforcement does not predict more developed stock markets. One reason to be cautious about the large estimated effect of the regulation of self-dealing on financial development is that this Table 8 Regression results for public enforcement This table presents results for OLS regressions for the sample of 72 countries. The dependent variables are (1) stock-marketcapitalization-to-GDP ratio; (2) control premium; (3) Ln(Firms/POP); (4) IPOs-to-GDP; and (5) ownership concentration. The independent variables include: (1) public enforcement index (Panel A); and (2) prison term for Mr. James if he does not disclose (Panel B). All regressions also include: (1) (logarithm) GDP per capita; and (2) time to collect on a bounced check. 6 We also examine the explanatory power of our proxies for public enforcement in the sub sample of 24 countries that first enforced insider trading laws before 1996 (Bhattacharya and Daouk, 2002) . In this sub sample, public enforcement when the transaction is carried out without disclosure is associated with less ownership concentration but not with other proxies for stock market development. In contrast, public enforcement when the transaction complies with disclosure and approval requirements is associated with more ownership concentration and a higher control premium. regulation can covary with other legal and non-legal institutions. We examine this issue in the next two sections.
Other measures of investor protection
In previous work, we have constructed three other measures of investor protection: anti-director rights, prospectus disclosure, and prospectus liability (see La Porta, Lopez-de-Silanes, Shleifer, and Vishny, 1997 , 1998 . In this section, we examine the robustness of our findings on the effect of anti-self-dealing on the development of stock markets when including these three alternative measures of investor protection. In particular, we are interested in understanding whether the theoretically grounded anti-self-dealing index works better than the original index of anti-director rights in explaining financial development.
The original anti-director rights index, reported in La Porta, Lopez-de-Silanes, Vishny (1997, 1998) , is available for 49 countries and is based on laws in force circa 1993. This index has been criticized by a number of scholars for its ad hoc nature, for mistakes in its coding, and most recently for conceptual ambiguity in the definitions of some of its components (Pagano and Volpin, 2005; Spamann, 2005) . Our first step is to describe and present a revised index of anti-director rights for 72 countries based on laws and regulations applicable to publicly traded firms in May 2003. The revised index relies on the same basic dimensions of corporate law, but defines them with more precision.
Both the original and the revised anti-director rights indices summarize the protection of minority shareholders in the corporate decision-making process, including the right to vote. The index covers the following six areas: (1) vote by mail; (2) obstacles to the actual exercise of the right to vote (i.e., the requirement that shares be deposited before the shareholders' meeting); (3) minority representation on the Transaction is Not Disclosed Fig. 9 . Partial-regression plot of stock market capitalization against public enforcement when all approval and disclosure requirements are met (left graph) and when the transaction is approved by the CEO -the son of the controlling shareholder-without disclosure (right graph) in regressions that control for (log) income per capita and time to collect on a bounced check.
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board of directors through cumulative voting or proportional representation; (4) an oppressed minority mechanism to seek redress in case of expropriation; (5) preemptive rights to subscribe to new securities issued by the company; and (6) the right to call a special shareholder meeting. The general principle behind the construction of the revised anti-director rights index is to associate better investor protection with laws that explicitly mandate, or set as a default rule, provisions that are favorable to minority shareholders. We recognize that firms can, in their charters, opt out of the default rules set in the law. Firms can also enhance investor protection by including in their charters provisions favorable to shareholders. However, it has been shown theoretically (Bergman and Nicolaievsky, 2007) and established empirically-including in this paperthat the actual rules matter for financial development.
Methodologically, the key difference between the original and revised indices of anti-director rights lies in the treatment of enabling provisions. To illustrate, consider the example of cumulative voting in the US. The Delaware code contains a provision that explicitly allows the certificate of incorporation of any corporation to provide that directors be elected through cumulative voting. Our earlier work does not draw a distinction between enabling provisions and mandatory and default rules (Spamann, 2005) , so our original index of antidirector rights treats the U.S. as having cumulative voting. Arguably, an enabling provision can lower the cost of private contracting. However, we ignore enabling provisions when coding the revised anti-director rights index and now treat the U.S. as not having cumulative voting. We do so because enabling provisions are more prevalent in common law countries than in civil law countries and we want to bias the results against the hypothesis that common law better protects investors.
The revised anti-director rights index is based on six proxies defined in Table 9 . First, to make voting easier, shareholders can appoint a proxy to take their place at the shareholders' meeting and to vote on their behalf. In many countries, the solicitation of proxies is unregulated and shareholders lack sufficient information to provide specific instructions on how the proxy should vote on the items on the agenda. In other countries, in contrast, shareholders can vote by mail on each of the items on the agenda through a ballot or proxy form. The regulation of the proxy solicitation process makes it easier for shareholders both to cast informed votes and to oppose proposals put forward by directors. Thus, our first sub-index reflects the difficulty of making informed votes by mail.
Second, in some countries, the law requires, or permits companies to require, that shareholders who intend to vote at the shareholders' meeting deposit their shares with the company or a financial intermediary. This requirement is closely related to the existence of bearer shares and is intended to force shareholders to prove their right to vote. Such a requirement imposes a cost on shareholders as they must either obtain a certificate proving their ownership or are unable to sell their shares (i.e., shares are ''blocked'') or both. Moreover, when the identity of shareholders is unknown, dissenting shareholders face great difficulties forming coalitions with like-minded shareholders before the meeting.
Third, some countries mandate or set as a default rule that shareholders cast all their votes for one candidate for the board of directors or supervisory board (cumulative voting) or provide a mechanism of proportional representation on the board of directors or supervisory board. The effect of cumulative voting and proportional representation is to limit the power of controlling shareholders to dominate the board of directors or supervisory board.
Fourth, some countries provide legal mechanisms that protect minority shareholders against oppressive actions by controlling shareholders. These mechanisms include the right to rescind transactions that are prejudicial to the company, or to recover damages suffered by the company, in case of prejudicial resolutions of the shareholders' meeting or decisions of the board of directors or both. In contrast, in other countries transactions can only be rescinded in case of fraud, and shareholders can only seek to recover damages suffered by the company if they can prove that directors acted with negligence, gross negligence, bad faith, or fraud. This fourth component of the anti-director rights index is closely related to the sub-index of ease of proving wrongdoing in the anti-self-dealing index.
Fifth, in some countries shareholders have a preemptive right to buy new issues of stock, which can only be waived by a shareholder vote. In the absence of preemptive rights, insiders can expropriate minority shareholders by offering shares to related parties, or even to themselves, at below-market prices.
Finally, we consider the minimum fraction of capital or votes that entitles a shareholder to call a shareholders' meeting. In Japan, Korea, and Taiwan, shareholders owning at least 3% of the capital are entitled to call a meeting. In Belgium, Venezuela, and Uruguay, however, shareholders must own at least 20% of the capital to call a meeting. Shareholders in firms incorporated in Delaware cannot call an extraordinary shareholders' meeting at all unless authorized by the certificate of incorporation or the bylaws. Insiders have greater control over the firm when it is more difficult for minority shareholders to call a shareholders' meeting.
The correlation between the revised anti-director rights index and the one presented in La Porta, Lopez-de-Silanes, Vishny (1997, 1998 ) is 0.60. As in the case of the original index, differences between common law countries and French legal origin are extremely pronounced and we discuss them first. Common law countries are more likely than their French legal origin counterparts to provide for voting by mail (76% vs. 22%); to avoid the requirement that shares be deposited (100% vs. 50%); and to provide an oppression remedy (90% vs. 28%). Moreover, common law countries require less capital to call a shareholders meeting than French legal origin countries (9% vs. 11%). In contrast, French legal origin countries are more likely than common law countries to require cumulative voting (34% vs. 10%) and to offer shareholders preemptive rights (91% vs. 52%). The index of anti-director rights aggregates the information contained in these six proxies for investor protection. Consistent with our earlier findings, the index of anti-director rights is sharply higher in common law countries than in French legal origin countries (4.19 vs. 2.91).
Also consistent with our earlier work, there are several differences among civil law families. Specifically, Scandinavian legal origin countries are more likely than French and German legal origin countries to avoid the requirement that shares be deposited ahead of a shareholders' meeting (100% for Scandinavian countries vs. 50% and 43% for French and German countries, respectively) as well as to provide an oppressed minority mechanism (60% for Scandinavian countries vs. 28% and 32% for French and German countries, respectively). Capital requirements to call a shareholders' meeting in Scandinavian and German legal origin countries (9% and 6%, respectively) are lower than in French legal origin countries (11%) and comparable to those in common law countries (9%). As a result of these differences among civil law families, the index of Table 9 Description of the revised anti-director rights index This table describes the revised anti-director rights index and its components. The source of the data is the commercial laws of the various countries.
Variable Description
Vote by mail Equals one if the law explicitly mandates or sets as a default rule that: (a) proxy solicitations paid by the company include a proxy form allowing shareholders to vote on the items on the agenda; or (b) a proxy form to vote on the items on the agenda accompanies the notice to the meeting; or (c) shareholders vote by mail on the items on the agenda (i.e., postal ballot); and zero otherwise. Shares not deposited Equals one if the law does not require or permit companies to require shareholders to deposit with the company or another firm any of their shares prior to a general shareholders meeting.
Cumulative voting
Equals one if the law explicitly mandates or sets as a default rule that shareholders owning 10% or less of the capital can cast all their votes for one board of directors or supervisory board candidate (cumulative voting) or if the law explicitly mandates or sets as a default rule a mechanism of proportional representation in the board of directors or supervisory board by which shareholders owning 10% or less of the capital stock can name a proportional number of directors to the board, and zero otherwise. Oppressed minority Index of the difficulty faced by (minority) shareholders owning 10% or less of the capital stock in challenging (i.e., by either seeking damages or having the transaction rescinded) resolutions that benefit controlling shareholders and damage the company. Equals one if minority shareholders can challenge a resolution of both the shareholders and the board (of directors or, if available, of supervisors) if it is unfair, prejudicial, oppressive, or abusive; equals onehalf if shareholders are able to challenge either a resolution of the shareholders or of the board (of directors or, if available, of supervisors) if it is unfair, prejudicial, or oppressive; equals zero otherwise.
Pre-emptive rights
Equals one when the law or listing rules explicitly mandate or set as a default rule that shareholders hold the first opportunity to buy new issues of stock; equals zero otherwise. Capital to call a meeting
The minimum percentage of share capital [or voting power] that the law mandates or sets as a default rule as entitling a single shareholder to call a shareholders' meeting (directly or through the court). Equals one when capital to call a meeting is less than or equal to 10% and zero otherwise. Anti-director rights index Aggregate index of shareholder rights. The index is formed by summing: (1) vote by mail; (2) shares not deposited;
(3) cumulative voting; (4) oppressed minority; (5) pre-emptive rights; and (6) capital to call a meeting.
anti-director rights is lowest in French legal origin countries (2.91) and highest in Scandinavian countries (3.80). In fact, the anti-director rights index in Scandinavian legal origin countries (3.80) is not statistically different than in common law countries (4.29). 7 Table 10 shows the relation between our five proxies for the development of stock markets and both the original anti-director rights index (Panel A) and the revised one (Panel B). The original anti-director rights index is associated with a higher stock-market-capitalization-to-GDP ratio, a smaller control premium, more domestic firms and IPOs-to-GDP, and less ownership concentration. The revised index is unrelated to the control premium but otherwise has a large effect on the development of stock markets. For example, a two standard-deviation increase in the revised anti-director rights index is associated with an increase in the stockmarket-capitalization-to-GDP ratio of 23 percentage points (sample mean of 59%), a 92% increase in the number of domestic firms per million inhabitants, an increase of 1.5 percentage points in the IPOs-to-GDP ratio (sample mean of 3%), and a reduction of seven percentage points in ownership concentration (sample mean of 47%). Table 11 presents horse races between the anti-self-dealing index, the (revised) anti-director rights index (Panel A), and the two variables from the La Porta, Lopez-de-Silanes, and Shleifer (2006) study of securities laws: prospectus disclosure (Panel B) and prospectus liability (Panel C). Note that the correlations of anti-selfdealing with anti-director rights, disclosure requirements, and prospectus liability are 0.55, 0.67, and 0.42, respectively (see the correlation table in the Appendix A). This suggests that it is going to be difficult to disentangle the effects of the anti-self-dealing index and prospectus disclosure which is not surprising in light of the fact that both measures heavily focus on disclosure (albeit in different spheres).
When controlling for anti-director rights (see Panel A), the anti-self-dealing index loses significance for firms per capita and the IPOs-to-GDP ratio but remains significant for our two preferred measures of stock market development: the stock-market-capitalization-to-GDP ratio and control premium. In the same regressions (i.e., controlling for the anti-self-dealing index), the anti-director rights index loses significance for stockmarket-capitalization-to-GDP, IPOs-to-GDP, and ownership concentration and remains significant only for (log) firms per capita. We conclude that the anti-self-dealing index is a more robust predictor of the development of stock markets than the anti-director rights index.
Controlling for prospectus disclosure (Panel B), the anti-self-dealing index is never significant. Prospectus disclosure is significant in all regressions, however. Controlling for prospectus liability (Panel C), the anti-selfdealing index remains significant for control premium, (log) firms per population, and IPOs-to-GDP and loses significance for market-capitalization-to-GDP. Prospectus liability is significant in all regressions. The antiself-dealing index, prospectus disclosure, and prospectus liability all matter for the development of stock markets, but the first is a less robust predictor than the latter two.
Robustness
Our main finding is that the regulation of self-dealing varies across legal origins and is associated with more developed securities markets. In this section, we address alternative interpretations of these findings.
To begin, effective tax enforcement can prevent some self-dealing transactions. Our indices of the regulation of self-dealing could be picking up this effect (Dyck and Zingales, 2004; Desai, Dyck, and Zingales, 2007) . To test this hypothesis, we include a subjective measure of the incidence of tax evasion in our specifications. The results in Panel A of Table 12 show that tax evasion is significant for stock market capitalization and (logarithm) domestic firms per capita. In contrast, anti-self-dealing is significant only for control premium and nearly significant for IPOs-to-GDP (at the 10.7% level). Tax evasion and anti-self-dealing knock each other out.
One difficulty in interpreting these results is that tax evasion is a subjective variable highly correlated with perceptions (from the 1999 Global Competitiveness Report) of the quality of corporate governance as proxied by the perceived incidence of insider trading (correlation of 0.67) or the perceived quality of financial disclosure (correlation 0.61). To examine whether low tax evasion is capturing effective corporate governance, we pursue two further robustness checks. First, we investigate the robustness of the results on tax enforcement. Specifically, we collect data on three alternative, and arguably more objective, measures of tax evasion: the size of the informal economy (from Djankov, La Porta, Lopez-Silanes, and Shleifer, 2002) , cross-border bank deposits of non-banks by residence of depositor (International Financial Statistics, October 1997 variable 7xrd), and assets held by Swiss banks by residence of beneficial owner (Swiss National Bank, 2005) . We scale the last two variables by GDP. Controlling for the anti-self-dealing index, cross-border deposits by non-banks enters significantly in the ownership concentration regression. However, the estimated coefficients for the three tax evasion proxies are insignificant in the other 14 regressions.
Second, we include prospectus disclosure along with tax evasion in our regressions for the size of securities markets. Controlling for prospectus disclosure, tax evasion remains significant both for stock market capitalization and (logarithm) domestic firms per capita (see Panel C). Prospectus disclosure is significant in all five regressions. Taken together, these results do not support the view that omitted tax evasion accounts for the strength of anti-self-dealing in explaining the development of securities markets.
Public opinion pressure through the media could also curb private benefits (Dyck and Zingales, 2004; Desai, Dyck, and Zingales, 2007) . This raises a concern that the benefits of disclosure as reflected in our indices come from the effects of the open media working as a watchdog. To address this concern, we include in our regressions a measure of per capita newspaper circulation, as suggested by Dyck and Zingales (2004) . Newspaper circulation affects the (logarithm) number of domestic firms per capita, but it has no effect on Table 10 Regression results for the anti-director rights index This table presents results for OLS regressions. The dependent variables are (1) stock-market-capitalization-to-GDP ratio;
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(2) control premium; (3) Ln(Firms/POP); (4) IPOs-to-GDP; and (5) ownership concentration. The independent variables include: (1) anti-director rights index from La Porta et al. (1998) (Panel A); and (2) the revised anti-director rights index. All regressions also include: (1) (logarithm) GDP per capita; and (2) time to collect on a bounced check. other measures of stock market development (Panel C). In contrast, the regulation of self-dealing remains significant in all four regressions. These results do not mean that the media is unimportant for corporate governance, but they help put to rest omitted-variable concerns. Finally, investor protection could be determined by politics rather than legal origin. Pagano and Volpin's (2005) model predicts that proportional electoral systems are conducive to weaker investor protection than Table 11 Horse race between anti-self-dealing and other proxies for investor protection This table presents results for OLS regressions for the sample of 72 countries. The dependent variables are (1) stock-marketcapitalizationto-GDP ratio; (2) control premium; (3) Ln(Firms/POP); (4) IPOs-to-GDP; and (5) ownership concentration. All regressions include: (1) (logarithm) GDP per capita; (2) time to collect on a bounced check; and (3) anti-self-dealing index. Regressions also control for: (1) the revised anti-directors index (Panel A); (2) prospectus disclosure (Panel B); and (3) prospectus liability (Panel C). The revised anti-directors index is defined in Table 9 . All other variables are defined in Table 1 (1) stock-marketcapitalization-to-GDP ratio; (2) control premium; (3) Ln(Firms/POP); (4) IPOs-to-GDP; and (5) ownership concentration. All regressions include: (1) (logarithm) GDP per capita; and (2) time to collect on a bounced check. Regressions also control for: (1) anti-self-dealing index and tax evasion (Panel A); (2) prospectus disclosure and tax evasion (Panel B); and (3) (2005), proportional representation is associated with lower anti-self-dealing scores. When both proportional representation and common law are included in the regression, only the latter is statistically significant. Multicollinearity makes it difficult to disentangle the effect of proportional representation and common law: the correlation between the two variables is À0.46. To get around this problem, we run univariate regressions for common and civil law countries separately using proportional representation to explain anti-self-dealing regulation (Panel B). Proportional representation is insignificant in both regressions even though, as illustrated by Fig. 10 , it varies considerably within civil law countries. As a final check of whether legal origin is a proxy for politics, we split the sample into countries above and below the median level of competitiveness of the legislature (Panel C), as defined in Table 1 . If common law is a proxy for electoral rules, it should not predict the development of securities markets in non-democratic countries. Instead, we find that common law is a significant predictor of the anti-self-dealing index in both subsamples. Fig. 11 illustrates this result. These findings should allay fears that legal origin is a proxy for politics.
In summary, the quality of investor protection, as measured by anti-self-dealing or prospectus disclosure is not merely a proxy for non-legal institutions and politics. Law indeed seems to matter for finance. Our results Table 13 Legal origin and proportional representation This table presents results for regressions for the sample of countries that have data on proportional representation and the regulation of self-dealing. The dependent variable is the anti-self-dealing index. Panel A shows OLS regressions that control for: (1) common law; and (2) proportional representation. Panel B presents SURE regressions for civil and common law countries using proportional representation as the independent variable. Finally, Panel C shows SURE regressions for countries above and below the median in competitiveness of the legislature using common law as the independent variable. do not mean that non-legal institutions and politics are unimportant for the development of stock markets; only that legal rules are not mere proxies for these institutions.
Summary and implications
We have constructed a new index of shareholder protection for 72 countries. The index specifically addresses the protection of minority shareholders against self-dealing transactions benefiting controlling shareholders. As such, it is better grounded in theory than the index of anti-director rights constructed by La Porta, Lopez-de-Silanes, Vishny (1997, 1998) and revised for this paper. The anti-self-dealing index exhibits some of the same properties as the anti-director rights index as well as of the indices of shareholder protection through securities laws presented in La Porta, Lopez-de-Silanes, and Shleifer (2006) . Specifically, the index is sharply higher in common law countries than in French civil law countries. The index is also a statistically significant and economically strong predictor of a variety of measures of stock market development across countries. These results support the findings of the earlier work, but also show that theoretically grounded measures of investor protection are closely tied to financial development. We delineate the implications of these findings in three areas: the measurement of shareholder protection, the interpretation of legal origin, and the design of regulatory strategies.
Implications for the measurement of shareholder protection
The availability of four measures of shareholder protection, each collected with a different methodology and addressing a different situation, raises an obvious question: what is the ''best'' measure for researchers to use? The measures of shareholder protection from securities laws appear to ''work'' best in terms of predicting stock market outcomes, but they are only available for 49 countries. These measures are particularly appropriate for studies of protection of investors buying securities, as opposed to corporate governance per se. The revised anti-director rights index and the anti-self-dealing index are available for 72 countries. The former has the advantage of continuity with previous studies; the latter is clearer conceptually, as pertains directly to the pervasive problem of corporate self-dealing (or tunneling). Indeed, this latter benefit seems to us to be dispositive. To the extent that self-dealing is the central problem of corporate governance in most countries, the law's effectiveness in regulating this problem is the fundamental element of shareholder protection. This suggests to us that, in general, the anti-self-dealing index is preferable to the anti-director-rights index in crosscountry empirical work.
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Implications for the interpretation of legal origin
For all the measures of shareholder protection we have considered, there is a pronounced difference between common law countries and French civil law countries. This does not mean that politics, media, or culture do not affect legal rules -they surely do. But the evidence shows quite clearly that legal origins are not merely proxies for politics or media; they exert large and powerful influences on legal rules. Moreover, our examination of specific legal rules permits some further insight into what explains these differences among legal origins. Johnson, La Porta, Lopez-de-Silanes, and Shleifer (2000b) conjecture that common law is more suspicious of conflicted transactions than civil law, and subjects them to closer regulatory and legal scrutiny. The results of this paper are broadly consistent with that conjecture. For example, common law countries subject relatedparty transactions to greater disclosure requirements as well as to more arm's-length approval than do French civil law countries. These different approaches to the regulation of self-dealing appear to derive from longstanding legal principles, such as fiduciary duty, which over time are incorporated into the statutes that we actually observe.
Compared to our previous research, we still find greater emphasis on ex post litigation in common law countries than in civil law countries, although it appears that ex post-once the disclosure and the approval requirements are met-it is quite difficult for shareholders to recover damages even in common law countries. Fig. 11 . Partial-regression plot of the anti-self-dealing index against common law for countries with high (left graph) and low (right graph) competitiveness of the legislature in regressions that control for (log) income per capita and time to collect on a bounced check.
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The U.S. seems to be the exception, with its greater emphasis on ex post litigation rather than ex ante disclosure and approval. The ex ante transparency in self-dealing transactions appears to be the central difference between common and civil law.
At a broader level, the results are consistent with the view of Djankov, La Porta, Lopez-de-Silanes, and Shleifer (2003) and La Porta, Lopez-de-Silanes, and Shleifer (2008) that common law is distinguished from civil law by its encouragement of private solutions to the problem of ''disorder''. In a common law system, statutes seek to reduce the costs of these private solutions, but not to replace them with public ones. Mandatory disclosure and arm's-length approval are very clear examples of this broader strategy of social control of business associated with common law.
Implications for regulatory strategies
If we take the evidence in this paper at face value, several ideas emerge for the improvement of regulation of corporate governance, particularly in the area of self-dealing transactions. Perhaps the most basic conclusion from the data is that laissez-faire-the strategy of no public involvement at all-does not lead to more developed financial markets. The public sector clearly has a central role to play, but principally as the designer of the rules of the game, which are then enforced by private action. Our findings reinforce those in La Porta, Lopez-de-Silanes, and Shleifer (2006) on securities laws, which identify the key role of private contracting and enforcement for financial development and deemphasize that of public enforcers. Countries with successful stock markets mandate that shareholders receive the information they need and the power to act-including both voting and litigation-on this information. There is no evidence that these countries rely heavily on fines and criminal sanctions. This, perhaps, is the crucial message. But there are specific conclusions as well.
First, our results suggest that effective regulation of large self-dealing transactions combines full public disclosure of such transactions (including potential conflicts) with the requirement of approval by disinterested shareholders. In practical implementation, this policy must take account of the fact that, in many countries, firms are organized in business groups with individual firms controlled by the same family while trading separately on the stock exchange, so that many intra-group transactions are potentially conflicted. To avoid shareholder involvement in the daily activities of such groups, the law needs to set lower bounds on which intra-group transactions must be disclosed and brought to shareholders for approval. However, we do not believe that group structures invalidate the wisdom of disclosure and shareholder approval altogether. Indeed, financial structures in which group member firms are listed separately only encourage self-dealing, and legal rules that expose intra-group transactions to both public light and shareholder approval can be desirable even if-and perhaps because-they render such financial structures impractical.
We stress that this approach to regulating self-dealing is compatible with any legal system, and is appropriate for both rich and developing countries. La Porta, Lopez-de-Silanes, and Shleifer (2006) also report significant benefits of full disclosure for stock market development with regard to firms issuing securities to the public.
Second, the evidence suggests that ongoing disclosure of self-dealing transactions, combined with a relative ease of litigation by aggrieved shareholders, also benefits stock market development. Here reforms might be more difficult, as their success would depend on the more general structure and efficiency of legal systems in different countries. Nonetheless, the results suggest that giving aggrieved shareholders the standing to sue, access to information to examine self-dealing, and a low burden of proof would deter investor expropriation and promote stock market development Finally, the evidence suggests that the government's power to impose fines and prison terms for self-dealing transactions does not benefit stock market development. We stress that this is a narrow conclusion, since we lack data on the actual enforcement of criminal sanctions and cannot rule out that public enforcement matters under alternative scenarios. To avoid self-dealing, however, it appears best to rely on extensive disclosure, approval by disinterested shareholders, and private enforcement. Table   Table 14 presents the correlations among the main variables in the paper. 
Appendix A. Correlation
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